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This article presents data on health care 
spending for the United States, covering 
expenditures for various types of medical 
services and products and their sources of 
funding from 1960 to 1993. Although these 
statistics show a slowing in the growth of 
health care expenditures over the past few 
years, spending continues to increase faster 
than the overall economy. The share of the 
Nation's health care bill funded by the 
Federal Government through the Medicaid 
and Medicare programs steadily increased 
from 1991 to 1993. This significant change 
in the share of health expenditures funded by 
the public sector has caused Federal health 
expenditures as a share of all Federal spend­
ing to increase dramatically. 

OVERVIEW 

The Nation spent $884.2 billion for 
health care in 1993, up 7.8 percent from 
1992 levels. This rate of growth in spending 
is among the lowest rates of increase expe­
rienced in the past 33 years. 

Although growth in overall health care 
spending slowed in 1993, it increased 2.4 per­
centage points faster than the output of the 
overall economy as measured by the gross 
domestic product (GDP). As a result, the 
share of GDP devoted to health care rose from 
13.6 in 1992 to 13.9 percent in 1993 (Figure 1). 

These data depict a health care system in 
transition. The rate of increase in health 
care spending has slowed to among the 
lowest rates of growth seen over the past 

The authors are with the Health Care Financing Administration  
(HCFA), Office of the Actuary. The opinions expressed are those  
of the authors and do not necessarily reflect those of HCFA.  

three and a half decades, suggesting that 
the health care market is reacting to real or 
perceived pressures to contain cost 
growth. These reactions can be seen in the 
slowing rate of growth in most medical 
care service and product sectors expendi­
tures since 1990. 

The current low rates of growth in health 
care spending, together with slightly accel­
erated GDP growth since 1991, curbed the 
rapid increase in health care's share of 
GDP. This share had been increasing 0.6 
percentage point or more in 1990 and 1991, 
twice the historical average. However, the 
deceleration in expenditure growth was not 
enough to alter the long­term trend: The 
0.3­percentage point increase in health 
spending as a share of GDP, equal to the 
average increase in share experienced 
from 1960 to 1992, merely puts the United 
States back on its long­term trajectory. The 
United States continues to devote steadily 
increasing shares of the Nation's output to 
health care. 

At the same time, the percentage of the 
population left uninsured climbed, despite 
the increased number of persons covered by 
the Medicaid program. The uninsured non­
elderly population grew from 16.6 percent in 
1991 to 17.4 percent in 1992 (Employee 
Benefit Research Institute, 1994), indicating 
an increase in the lack of affordable private 
health insurance coverage. 

It remains unclear whether the modera­
tion in health spending growth is a tempo­
rary lull in the health care crisis spurred by 
the threat of government intervention or 
the beginning of a long­term restructuring 
of the private health care system, the full 
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Figure 1 

Percent Growth in National Health Expenditures and Gross Domestic Product, and National  
Health Expenditures as a Percent of Gross Domestic Product: Calendar Years 1960­93  

P
e
rc

e
n

t 
o

f 
G

ro
s
s
 D

o
m

e
s
ti
c
 P

ro
d

u
c
t 

P
e
rc

e
n

t 
C

h
a
n

g
e
 

18  

Gross Domestic Product 
16  

National Health Expenditures 

14  

12  

10  

8  

6  

4  

2  

16  

14  

12  

10  

8  

6  

4  

1960 1963 1966 1969 1972 1975 1978 1981 1984 1987 1990 1993  

Calendar Year  

SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Statistics. 

HEALTH CARE FINANCING REVIEW/Fall 1994/Volume16, Number 1  248 



impact of which on costs is only beginning 
to be seen in 1993. 

This article details the following: 

• Americans   spent 13.9 percent of the 
Nation's GDP on health care in 1993, up 
from 13.6 percent in 1992 and 13.2 per­
cent in 1991. A combination of slower 
health care expenditure growth and 
faster GDP growth since the 1991 reces­
sion contributed to the slowdown in 
the increase in share of GDP spent 
on health. 

• From   1990 to 1993, growth slowed in 
every personal health care (PHC) expen­
diture category except dental services, 
where concerns over the spread of 
acquired immunodeficiency syndrome 
(AIDS) increased purchases of supplies, 
causing prices charged for services to rise. 

• Growth of expenditures in major sectors 
of acute­care services dropped from dou­
ble­digit rates in 1990 to single­digit rates 
in 1993. For hospital care, growth slowed 
from 10.7 percent in 1990 to 6.7 percent 
in 1993; for physician services, from 10.3 
percent to 5.8 percent; and for retail pur­
chases of prescription drugs (a subset of 
non­durable medical products), from 14.5 
percent to 6.8 percent. Together, expen­
ditures for these three service/product 
categories accounted for 69.9 percent of 
all personal health care expenditures 
(PHCE) in 1993. 

• The fastest growing payer of health care 
was the Federal Government. Its share 
of the Nation's health care bill rose from 
28.1 percent in 1990 to 31.7 percent in 
1993. This was the first significant 
increase in the share of spending by 
Federal sources since the coverage of 
the disabled population by Medicare in 
the early 1970s. 

• From   1990 to 1993, Federal and State 
Medicaid spending increased at a 

16.0­percent average annual rate, almost 
twice as fast as the 8.3­percent annual 
increase in overall spending. This rapid 
increase has several causes, including 
mandated program eligibility expan­
sions, court decisions requiring higher 
reimbursement rates, and States' use of 
disproportionate share payments to hos­
pitals with a large proportion of low­
income patients. 

• The   national health accounts (NHA) 
excludes certain Medicaid dispropor­
tionate share payments to hospitals off­
set by donations and taxes paid by the 
same facilities. This exclusion reduces 
State and local Medicaid payments, 
increasing the effective Federal match 
rate for Medicaid. In 1990, the Federal 
Government funded 56.6 percent of 
Medicaid expenditures; by 1993, that 
share had risen to 64.5 percent. 

• The   Medicaid and Medicare programs 
spent $272.1 billion for health care in 
1993, accounting for 30.8 percent of 
health spending (Figure 2) and 70.2 per­
cent of all public funding of health care. 

• The major private payer of health care 
costs, private health insurance, paid for 
one­third of all health expenditures in 
1993, the same share it has paid since 
1988. The share of health spending from 
private out­of­pocket sources continued 
to decrease, falling to 17.8 percent of 
health spending in 1993 from 19.9 per­
cent in 1990. 

This article presents an overview of 
health spending in the United States from 
1960 to 1993. It concludes with detailed 
Tables 11­20 of health expenditures by 
type of service and source of funds. Data 
from these tables are highlighted through­
out the article. 
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TRENDS IN TYPES OF SERVICE  

The 268 million residents of the United 
States and its territories spent $884.2 bil­
lion on health care in 1993, an increase of 
7.8 percent from 1992. Americans spent 
$3,299 per person in 1993, $205 more than 
in the previous year. 

The NHA contains two major compo­
nents: health services and supplies (HSS) 
(those services and products that are cur­
rently consumed) and research and con­
struction (those services and products 
from which benefits accrue now and in the 
future). Expenditures for HSS amounted to 
$855.2 billion in 1993. Research and con­
struction expenditures, representing 
investment in future health care resources, 
amounted to $29.0 billion in 1993, a 5.8­per­
cent increase from the 1992 level of $27.4 
billion. HSS is further disaggregated into 
PHC, administration of public programs 
and net cost of private health insurance, 
and government public health activities. 

Personal Health Care 

PHCE grew to $782.5 billion in 1993, an 
increase of 7.2 percent from the $729.7 bil­
lion spent in 1992. 

Public sources of funds, the amounts 
expended by governments, increased as a 
share of total PHCE in 1993. Public funds 
accounted for 43.1 percent of all PHCE in 
1993, compared with 42.4 percent in 1992 
and 39.6 percent in 1983. Medicare spend­
ing alone accounted for 19.3 percent of all 
PHCE in 1993, with Medicare and 
Medicaid accounting for one­third (33.7 
percent) of all PHCE. In comparison, pri­
vate funds accounted for 56.9 percent of 
PHCE in 1993, down slightly from 57.6 per­
cent in 1992 and 60.4 percent in 1983. In 
1993, private funding of PHCE was attribut­
able mainly to private health insurance 

(33.0 percent) and out­of­pocket purchases 
(20.1 percent). A small amount of PHCE 
(3.5 percent) was funded through private 
non­patient sources, such as philanthropy 
and hospital revenues from cafeteria sales 
and educational programs. 

Hospital Care 

Hospital care expenditures amounted to 
$326.6 billion in 1993, accounting for 41.7 
percent of PHCE. Hospital spending as a 
share of PHCE has generally been decreas­
ing for the last decade, down 5 percentage 
points from the 46.7­percent share it held in 
1983. That year marked major changes in 
hospital care: Medicare's prospective pay­
ment system (PPS) was initiated, and the 
effects of more stringent reviews of hospital 
inpatient stays by the private health insur­
ance industry became observable. 

In 1993, hospital care expenditure 
growth continued to decelerate for the 
third straight year, following a period of 
steady acceleration from 1986 to 1990. This 
slowdown was due to more rigorous hospi­
tal admission reviews and shorter lengths 
of stay, encouraged by most third­party 
payers. Admissions to community hospitals 
fell 1.1 percent from 1990 to 1993, accom­
panied by even greater reductions in inpa­
tient days, off 6.8 percent. Admissions for 
patients 65 years of age or over grew 7.3 
percent while inpatient days dropped 2.0 
percent. However, for the population under 
65 years of age, both inpatient days ( 10.8 
percent) and admissions ( 5.5 percent) 
dropped (Table 1). 

Short­term, acute­care community hospi­
tals delivered 88 percent of all hospital care 
in 1993, a share that has risen slightly over 
the last decade. Expenditures for inpatient 
services in community hospitals accounted 
for 64 percent of all hospital revenues in 
1993. This share has fallen since the early 
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Figure 2  

The Nation's Health Dollar: 1993  
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Othe r Private 5¢ 
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Insuranc e 34¢ Payment s 18¢ 

Othe r Governme

Programs 13¢ 

Medicar e 17¢ Medicai d 13¢ 

Wher e It Wen t 
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Nursin g Hom e 
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Othe r  

Spendin g 12¢  

Hospital Car e 37¢ 

n t 

NOTES: Other private includes industrial inplant health services, 
non­patient revenues, and privately financed construction. Other 
personal health care includes dental, other professional services, 
home health care, drugs and other non­durable medical products, 
vision products and other durable medical products, and other 
miscellaneous health care services. Other spending covers 
program administration and the net cost of private health insurance, 
government public health, and research and construction. 

SOURCE: Health Care Financing Administration, Office of the 
Actuary: Data from the Office of National Health Statistics. 

1980s, paralleling decreases in admissions 
and inpatient days, but has shown signs of 
stabilization in 1993. 

Five percent of 1993 hospital expendi­
tures were attributed to non­Federal, non­
community hospitals ($17.7 billion). 
Psychiatric hospitals accounted for 85.0 
percent of non­Federal, non­community 
hospital beds in 1992 (latest available infor­
mation). Although admissions to psychi­
atric hospitals increased through 1992, the 
average length of stay for those admissions 
has dropped dramatically over the past 
decade (from 108 days in 1982 to 56 days in 

1992) (American Hospital Association, 
1993). This slowdown resulted primarily 
from the continued decrease (beginning in 
the 1970s) in the number of individuals 
previously treated in intermediate­care 
facilities for the mentally retarded 
(ICFs/MR) and the increased effects of 
managed care, which emphasizes outpa­
tient treatment and limited inpatient stays. 

The remaining 7 percent of 1993 hospital 
expenditures went to Federal hospitals 
($21.8 billion). Growth in Federal hospital 
expenditures rose to 10.2 percent in 1991, a 
year in which expenditure growth in all 
other types of hospitals decelerated (Table 
2). This acceleration was the result of the 
Gulf War. 

Nearly all hospital care was financed by 
third parties, with only 2.8 percent paid by 
consumers in out­of­pocket expenditures. 
Coincident with recent decreases in out­of­
pocket spending was a continued increase 
in private health insurance spending. In 
1993, private health insurance financed 
36.1 percent of hospital care, more than 
any other single payer. Public funding 
financed 56.0 percent, with the primary 
payers, Medicare and Medicaid, account­
ing for a 41.4­percent share. The remaining 
5.2 percent of hospital revenues came from 
philanthropic and non­patient sources, 
such as hospital gift shops, parking facili­
ties, and cafeterias. 

Physician Services 

Expenditures for physician services 
reached $171.2 billion in 1993 (21.9 percent 
of PHCE), an increase of 5.8 percent from 
the previous year. For the last 3 years, 
spending for physician services experi­
enced the slowest growth since the early 
1960s. This slow growth is linked to 
changes in the Medicare payment system 
and the expansion of managed care. 
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The Omnibus Budget Reconciliation Act 
of 1989 (Public Law 101­239) affected 
Medicare expenditures for physician ser­
vices, beginning in 1990, by limiting the 
growth of reimbursement rates. Effective 
January 1,1992, this law also replaced the 
reasonable charge payment mechanism 
with the Medicare fee schedule (MFS) 
while establishing target rates of growth 
for physician services expenditures, and 
placed additional limits on the amount that 
non­participating physicians could charge 
Medicare beneficiaries for covered serv­
ices (Federal Register, 1991). 

As a result of the reductions already in 
place and anticipation of the upcoming 
MFS, 1991 growth of Medicare spending 
for physician services decelerated dramati­
cally. When the MFS went into effect in 
1992, growth of Medicare physician serv­
ices slowed to only 3.1 percent. In 1993, as 
physicians became more familiar with the 
reimbursement rates and procedures, 
growth in Medicare spending accelerated 
to 7.6 percent. 

During the same 3­year period, managed 
care became a larger part of physicians' 
practices, and more specialists began 
accepting prenegotiated fees for services 
provided. From 1988 to 1990, the percent of 
physicians with a managed­care contract 
remained relatively stable, around 61 per­
cent. Starting in 1991, the percent of physi­
cians contracting with at least one pre­
ferred provider organization (PPO), health 
maintenance organization (HMO), or indi­
vidual practice arrangement rose an aver­
age of 5 percentage points a year. By 1993, 
three­fourths of all physicians had an 
arrangement with a managed­care plan 
(Emmons and Simon, 1994). The combina­
tion of changes in the Medicare reimburse­
ment methodology and managed­care pen­
etration caused overall growth in business 

receipts for physician offices and clinics to 
decelerate from 1991 to 1993. 

According to the U.S. Bureau of the 
Census (1991­92), total taxable receipts for 
1992 in offices and clinics of physicians 
amounted to $135.0 billion. For the same 
year, 42.2 percent, or $56.9 billion, of total 
receipts in offices and clinics of doctors of 
medicine resulted from the delivery of serv­
ices in a doctor's office (Table 3). Services 
provided in a hospital setting accounted for 
$46.4 billion, two­thirds of which were for 
inpatient services and one­third for outpa­
tient services. Laboratory and X­ray serv­
ices, either furnished in the office or billed 
through the provider, amounted to 15.0 per­
cent of physician services in 1992. The 
remaining portion of receipts was for serv­
ices provided in nursing homes or private 
homes (0.7 percent), sales of prescription 
and non­prescription drugs, orthopedic 
appliances, and optical goods (1.2 percent), 
and other sources (6.5 percent). 

Approximately two­thirds of physician 
services, $113.1 billion, were financed 
through private sources in 1993. Out­of­
pocket expenditures for physician services 
accounted for $26.2 billion; private health 
insurance, $84.1 billion; and non­patient 
revenue, $2.7 billion of spending in 1993. 

Public funding, the source of the remain­
ing one­third of physician expenditures, 
amounted to $58.1 billion and consisted pri­
marily of Medicare and Medicaid. 
Medicaid paid $12.5 billion for physician 
services (7.3 percent), and Medicare paid 
$34.8 billion (20.3 percent). 

Dental Services 

Expenditures for dental services grew 
to $37.4 billion in 1993, an increase of 7.7 
percent over the $34.7 billion spent in 
1992. Since 1990, dental services was the 
only PHC category not to experience a 

HEALTH CARE FINANCING REVIEW/Fall 1994/volume 16, Number 1 254 



Table 3  

Taxable1 Receipts, by Type of Service Provided in Offices and Clinics of Doctors of Medicine:  
Calendar Years 1991­92 

Type of Services 1991 1992 

Amount in Millions 
Total Receipts $124,456 $134,986 
Services Delivered in a Doctor's Office 51,360 56,922 
Services Delivered in a Hospital 44,623 46,391 

Inpatient 29,929 30,568 
Outpatient 

Services Delivered in Other Locations2 
14,694 
1,174 

15,823 
973 

Laboratory and X­Ray Services 
Merchandise Sales3 

Other Sources4 

19,972 
1,434 
5,893 

20,289 
1,620 
8,791 

Percent Distribution 
Total Receipts 100.0 100.0 
Services Delivered in a Doctor's Office 41.3 42.2 
Services Delivered in a Hospital 35.9 34.4 

Inpatient 24.0 22.6 
Outpatient 

Services Delivered in Other Locations2 
11.8 
0.9 

11.7 
0.7 

Laboratory and X­Ray Services 
Merchandise Sales3 

16.0 
1.2 

15.0 
1.2 

Other Sources4 4.7 6.5 

1NHE estimates of physician services also include receipts of tax­exempt physician offices and clinics (including HMOs), clinics and offices of osteopathic  
physicians, and receipts of independently billing laboratories.  
2Includes patient care services delivered in a nursing home or private residence.  
3Includes receipts from the sale of prescription and non­prescription drugs, optical goods, and orthopedic appliances.  
4Includes receipts not elsewhere classified. 

SOURCE: (U.S. Bureau of the Census, 1984­92). 

deceleration in the rate of expenditure 
growth. One explanation for this atypical 
trend is concern about AIDS. Dental 
offices increased their purchases of dis­
posable equipment and supplies to protect 
both patients and dental office personnel 
from the spread of AIDS. 

Private funds accounted for 95.3 percent 
of dental service expenditures in 1993, a 
slight decrease from the 96.2 percent 
recorded in 1992. Within the private funds 
category, out­of­pocket expenditures for 
dental services remained steady at 50.0 
percent in both 1992 and 1993, while pri­
vate health insurance paid for 44.9 and 45.7 
percent, respectively. Public sources of 
funds, primarily Medicaid, accounted for 
the remainder of the expenditures, 3.8 per­
cent in 1992 and 4.7 percent in 1993. 

Over the past 15 years, dental patients 
received more preventive care procedures 
relative to other dental procedures. The 
percentage of patients receiving diagnostic 

dental treatment consisting of oral examina­
tions and X­rays increased from 51.7 percent 
in 1969 to 68.1 percent in 1990. The percent­
age of patients receiving one­ and two­sur­
face amalgam restorations decreased from 
32.3 percent to 12.5 percent, while the per­
centage of patients receiving root canal and 
tooth extractions decreased from 12.7 
percent in 1969 to 7.5 percent in 1990 
(American Dental Association, 1994). 

Other Professional Services 

In 1993, $51.2 billion was spent for other 
professional services, an increase of 10.4 per­
cent since 1992. This has consistently been 
one of the fastest growing segments of the 
NHA since 1960. (Only home health care has 
grown more rapidly over that 33­year period.) 
This is primarily the result of the growth 
of private health insurance coverage for 
licensed other professionals (such as chiro­
practors, psychologists, and optometrists) 
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and freestanding specialty clinics (U.S. 
Bureau of Labor Statistics, 1980­93). Of total 
other professional services spending, 79.3 
percent comes from out­of­pocket, private 
health insurance, and non­patient revenues 
sources. The remaining 20.7 percent is from 
public sources such as Medicaid, Medicare, 
and workers'compensation. 

Home Health Care 

The national health expenditures (NHE) 
category of home health care includes 
expenditures for services and supplies fur­
nished by non­facility­based home health 
agencies (HHAs). Providers of home health 
care services include Medicare­ and/or 
Medicaid­certified HHAs, non­certified 
HHAs, and persons delivering home health 
care services financed by Medicaid. In 1993, 
expenditures for home health care included 
in the NHE reached $20.8 billion. An addi­
tional $4.1 billion, not included in the NHE 
home health category, was expended for 
care furnished by facility­based—primarily 
hospital­based—HHAs (included with hos­
pital care in this article). Including the hos­
pital share, $24.9 billion was spent for home 
health care services in 1993 (Table 4). 

Expenditures for home health care 
grew faster than any other category of 
PHC in 4 out of the past 5 years. Growth in 
spending for home health care decelerat­
ed slightly from 27.4 percent in 1992 to 
23.8 percent in 1993. 

Public financing accounted for about 
one­half of expenditures for home health 
care services. Medicare's share of public 
spending rose from 53.4 percent in 1989 to 
70.9 percent in 1993. As a result of clarified 
home health coverage criteria, fewer 
Medicare claims are being denied. Almost 
all of the residual public spending was paid 
by Medicaid. The share of home health 
care paid for out of pocket has slowly 

decreased to 20.8 percent in 1993, down 
from a high of 24.7 percent in 1988. The 
balance of private spending, 24.4 percent in 
1993, was split between private health 
insurance and non­patient revenue. As 
explained later, these estimates have been 
revised to reflect the broader home health 
industry portrayed by newly available data. 
These estimates still do not include home 
health services delivered by facility­based 
agencies (included in the NHE hospital cat­
egory) or by unpaid caregivers. Also not 
included are services such as homemaker 
or social services, and nursing services 
provided by nurse registries classified as 
temporary­help agencies. 

Preliminary data on HHAs from the 
National Center for Health Statistics' 1992 
and 1993 National Home and Hospice Care 
Surveys show a 5.7­percent growth in the 
number of HHAs, from 7,000 in 1992 to 
7,400 in 1993. This survey also shows the 
number of current patients (1.4 million in 
1993) and discharged HHA patients (3.7 
million in 1993), which increased 17.1 per­
cent and 19.8 percent, respectively, from 
1992 (Strahan, 1993,1994). 

Drugs and Other Medical Non-Durables 

Retail purchases of drugs and other 
non­durable medical products were $75.0 
billion in 1993 (Table 5), a 5.9­percent 
increase over the $70.8 billion in purchases 
in 1992. Retail purchases of prescription 
drugs were $48.8 billion in 1993, account­
ing for 65.2 percent of the purchases of 
non­durable medical products. The remain­
ing 34.8 percent of the purchases of non­
durable medical products were for over­
the­counter (OTC) drugs and medical sun­
dries. Purchases of OTC drugs and med­
ical sundries were $26.1 billion in 1993, a 
4.4­percent increase over the $25.0 billion 
in purchases in 1992. 
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Over the past 10 years, purchases of non­
durable medical products have been a rela­
tively stable portion of total PHCE, ranging 
from 9.6 to 10.0 percent For most of the 
past decade, retail purchases of prescrip­
tion drugs have increased faster than total 
PHCE. In the 2 most recent years, however, 
the growth in retail purchases of prescrip­
tion drugs has decelerated more rapidly 
than the growth in total PHCE. In 1992 and 
1993, retail purchases of prescription drugs 
increased 7.0 and 6.8 percent, respectively, 
while total PHCE increased 8.8 and 7.2 per­
cent This slowdown in the growth of pre­
scription drug spending reflects recent 
changes in industry pricing practices, such 
as the increase in the number of manufac­
turers paying rebates, as well as increased 
penetration in the prescription drug market 
by managed­care plans. 

Typically, third parties cover prescrip­
tion drug purchases but not OTC medi­
cines and sundries. For that reason, all 
third­party payments are assumed to be for 
prescription drugs. Therefore, the entire 
$26.1 billion of non­prescription items was 
attributed to out­of­pocket payments. An 
additional $21.2 billion in out­of­pocket 
payments went for prescription drug pur­
chases or to cover copayments and 
deductibles for those with third­party cov­
erage. Third parties paid for 56.5 percent of 
prescription drugs, or $27.6 billion, a share 
that has been increasing over the past 33 
years. Third­party payments were dominat­
ed by private health insurance and 
Medicaid, with other government pro­
grams financing only a small portion. 

Vision Products and Other 
Medical Durables 

Expenditures for vision products and 
other medical durables amounted to $12.6 
billion in 1993, an increase of 5.3 percent 

over the 1992 level of $12.0 billion. The 
durable medical equipment (DME) catego­
ry includes retail purchases of eyeglasses 
and contact lenses and the purchase or 
rental of other durable medical products 
such as wheelchairs, crutches, hearing 
aids, and artificial limbs. Private sources of 
funds account for most DME purchases. 
The share of out­of­pocket payments for 
DME decreased slightly as a percent of 
total, from 60.9 percent in 1992 to 60.0 per­
cent in 1993. The share of total DME 
expenditures financed by private health 
insurance also decreased—from 7.6 per­
cent in 1992 to 7.0 percent in 1993. Public 
funding of DME expenditures, primarily 
Medicare payments, increased from 31.5 
percent of the total in 1992 to 33.0 percent 
in 1993. 

Nursing Home Care 

Expenditures for nursing home care 
reached $69.6 billion in 1993, an increase of 
6.3 percent from 1992. Growth in spending 
for nursing home care has decelerated for 
the third successive year from a high of 
12.0 percent in 1990. 

Nursing home expenditures are esti­
mated in three parts: revenues of non­
Federal facilities primarily providing some 
level of inpatient nursing care; Medicaid 
funding of ICFs/MR; and funding for 
care in Department of Veterans Affairs 
nursing homes. 

Growth in spending for nursing home 
care other than in ICFs/MR (88 percent of 
total estimated expenditures for nursing 
home care) slowed from 8.2 percent in 
1992 to 6.3 percent in 1993. This slowdown 
was the result of deceleration in the 
growth of nursing home personnel work­
hours and unchanged growth in nursing 
home input prices. Aggregate hours 
worked by non­supervisory personnel in 
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nursing­ and related­care facilities deceler­
ated from 4.2 percent in 1992 to 2.0 per­
cent in 1993. HCFA's national nursing 
home input price index grew 4.0 percent in 
both 1992 and 1993. 

These nursing home estimates imply 
that the average charge per day for care in 
nursing home facilities reached $106 in 
1993, more than double the charge per day 
in 1983. 

ICF/MR care is a Medicaid benefit first 
offered in 1973. In 1993, $8.3 billion was 
spent for ICF/MR care in nursing homes, 
5.8 percent greater than in 1992. Revisions 
to the Medicaid estimating methodology 
reflect a gradual increase in the nursing 
home share of all ICF/MR expenditures 
from about 60 percent in 1980 to 90 percent 
in 1993. From 1973 to 1981, the rapid 
growth in spending for ICF/MR care 
raised the annual growth rates for total 
nursing home spending despite the rela­
tively small amount of ICF/MR expendi­
tures. Since that time, ICF/MR growth has 
had little effect on growth in total spending 
for nursing home care. 

Public programs, mainly Medicaid, 
financed 62.6 percent of expenditures for 
nursing home care in 1993, the largest 
share ever funded by government. 
Medicaid accounted for 90 percent of pub­
lic spending for nursing home care from 
1972 to 1988, dropping to 82.6 percent in 
1993. The drop in Medicaid's share was off­
set by a corresponding increase in 
Medicare's share. Medicare's share of pub­
lic spending for nursing home care rose 
dramatically from 4.1 percent in 1988 to 
14.0 percent in 1993. Most of this increase 
is attributable to provisions of the 1988 
Medicare Catastrophic Coverage Act 
(MCCA) that became effective prior to 
repeal of the Act in 1989, and to clarifica­
tion of program conditions for payment. 
Almost all nursing home care financed 

through private sources is paid by patients 
or their families. Out­of­pocket payments 
amounted to $23.0 billion in 1993. 

Other Personal Health Care 

In 1993, spending for other PHC reached 
$18.2 billion, 2.3 percent of all PHCE. 
Expenditures for this NHE category came 
from a variety of public programs (84.5 per­
cent) and from industrial inplant health 
care services offered by employers at the 
work site (15.5 percent). 

Medicaid paid for more than one­half of 
public expenditures for health screening 
services, certain home and community­
based waiver services, case management, 
and additional miscellaneous services not 
included in any other PHC category. Also 
included in this category are expendi­
tures for services through State and local 
school health and maternal and child 
programs, and Federal agency programs 
targeting veterans, military personnel, 
Native Americans, and persons with 
drug­ and alcohol­dependency and mental 
health­related problems. 

Administration and Net Cost of Private 
Health Insurance 

Governments spent $9.2 billion in the 
administration of public programs in 1993, 
an 11.4­percent increase from 1992. Nine­
tenths of these expenditures are attribut­
able to the Medicare and Medicaid pro­
grams. Administrative costs accounted for 
2.0 percent of all Medicare expenditures in 
1993, and for 4.3 percent of all Federal, 
State, and local Medicaid expenditures. 
Philanthropic administration was estimat­
ed at $0.7 billion in 1993. 

The difference between private health 
insurance premiums earned and benefits 
incurred is defined as the net cost of health 
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insurance. Included in the net cost are 
administrative costs of insurers, net addi­
tions to reserves, rate credits and divi­
dends, premium taxes, and profits or losses 
of insurance companies. Net cost amount­
ed to $30.6 billion in 1992 and $38.1 billion 
in 1993. Growth in net cost increased 5.7 
percent in 1992 and 24.5 percent in 1993. 
Lower­than­expected benefit costs, primar­
ily in 1993, contributed to the sizable 
increase in net cost. Health care providers 
responded to the anticipation of health care 
reform by containing cost increases for 
goods and services. Another factor was 
increased physician participation in some 
form of managed care where prices for ser­
vices are negotiated. 

Government Public Health 

Various levels of government spent $24.7 
billion in public health activities in 1993. 
Almost nine­tenths of these expenditures, 
amounting to $21.4 billion, came through 
State and local health departments. The 
remaining $3.3 billion is comprised of 
expenditures by the Federal Government, 
concentrated in the U.S. Public Health 
Service's Centers for Disease Control and 
the monitoring activities of the Food and 
Drug Administration. 

Spending for State and local public 
health programs amounted to $21.4 billion 
in 1993, an increase of 3.5 percent over the 
previous year. The sizable revision shown 
for 1991 (down $1.5 billion from previously 
published estimates) is the result of incor­
porating newly available survey data. 

Research 

The Nation spent $14.4 billion on non­
commercial research activities in 1993,1.1 
percent more than in 1992. Only a small 
portion of non­commercial research was 

financed through private philanthropic 
sources—8.7 percent in 1993. The remain­
der came from Federal funds (77.0 per­
cent), primarily through the National 
Institutes of Health, and from State and 
local governments (14.3 percent). These 
figures exclude spending by U.S. drug 
companies on research and development, 
estimated by the Pharmaceutical Research 
and Manufacturers of America (1994) at 
$12.6 billion. 

Construction 

Medical facility construction put in place 
(including new construction and renovation 
of existing hospitals, nursing homes, sana­
toria, and convalescent homes) was valued 
at $14.6 billion for 1993, a 10.8­percent 
increase over 1992. According to statistics 
reported by the U.S. Bureau of the Census 
(1991), renovations of existing health care 
facilities could represent up to 70 percent of 
all new construction. Private business 
expenditures financed the largest share of 
all construction (69.4 percent), while the 
remaining funds came from philanthropy 
(4.8 percent), Federal Government (6.4 
percent), and State and local governments 
(19.4 percent). 

TRENDS IN SOURCES OF FUNDING 

The division of spending between public 
and private sources of care changes peri­
odically with the implementation of major 
new government programs or expansions 
in existing programs. From 1965 to 1967, 
the share of health expenditures funded 
from public sources jumped from 24.7 per­
cent to 36.9 percent as the Medicare and 
Medicaid programs were implemented. 
Between 1972 and 1974, the public funding 
share jumped again, from 38.1 percent to 
40.3 percent, as the Medicare program 
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expanded coverage to the disabled popula­
tion. For the next 17 years, the public share 
remained fairly constant, ranging from 40.3 
percent to 41.9 percent of the NHE. 
Beginning in 1991, the public share began 
to rise, reaching 43.9 percent of the NHE in 
1993. Growth in spending by the Medicaid 
and Medicare programs, exceeding growth 
in overall health expenditures, produced 
this shift. This growth is linked to Medicaid 
eligibility expansions, Medicaid dispropor­
tionate share payments to hospitals 
caring for a large proportion of low­
income patients, the effect of the Boren 
Amendment, and continued growth in 
Medicare hospital admissions. 

Private Sources 

In 1993, consumers paid $157.5 billion 
out of pocket for the purchase of PHC, an 
increase of 4.6 percent from the previous 
year. Out­of­pocket payments accounted for 
20.1 percent of PHCE. This share has been 
decreasing consistently across all services 
since 1960, as public programs and private 
health insurance pay a growing share 
of PHCE. 

Since 1991, the portion of health care 
paid by private health insurance has 
remained relatively constant, hovering 
around 33 percent. Private health insurance 
premiums, amounting to $272.7 billion in 
1992 and $296.1 billion in 1993, include pre­
miums paid by employers or unions, 
employee share of employer­ or union­spon­
sored premiums, and premiums paid entire­
ly by persons purchasing policies indepen­
dently or through associations. Since 1991, 
aggregate premium increases have 
remained in the single digits: 7.9 percent in 
1992 and 8.6 percent in 1993. One factor 
that contributed to this trend is the overall 
deceleration in medical care price inflation. 
The medical care component of the 

Consumer Price Index for all urban con­
sumers showed an increase of only 6.0 per­
cent in 1993, the lowest in 4 years (U.S. 
Bureau of Labor Statistics, 1993). 

Persons covered by private health insur­
ance received benefits amounting to $242.1 
billion in 1992 and $258.1 in 1993, an 
overall annual percentage increase of 8.2 
percent and 6.6 percent, respectively. 
Employers, the largest purchasers of 
health insurance, continued to look for 
ways to lower health care costs while still 
providing employees with effective health 
care coverage. An increasingly effective 
method was the migration of employers out 
of indemnity plans into managed­care 
plans. In addition, employers who contin­
ued to offer traditional indemnity plans 
managed these plans more closely by 
increasing cost sharing with employees, 
limiting specific benefits (such as mental 
health), coordinating benefits among insur­
ers, and implementing utilization manage­
ment (Foster Higgins, 1994; KPMG Peat 
Marwick, 1993). 

In 1993, $27.2 billion of PHCE was sup­
ported through non­patient revenues—that 
is, revenues received from philanthropic 
sources or from other non­patient services 
such as gift shop operations, cafeteria 
sales, and educational program revenues. 
Non­patient revenues financed 3.5 percent 
of PHCE. The majority of non­patient rev­
enues (61.9 percent) funded hospital care. 

Public Sources 

Public sources paid for 43.9 percent of 
the NHE in 1993, a 2.8­percentage point 
increase in the public funding share since 
1990. This rapidly rising public share came 
entirely from the Federal Government, 
whose share increased 3.6 percentage 
points during this period, while the share 
paid by State and local governments fell by 
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Table 6  

Government Health Expenditures as a Percent  
of Total Government Expenditures:  

Selected Years 1960­93  

Federal State and Local 
Year Expenditures Expenditures 

Percent 
1960 3.1 7.8 
1965 3.9 7.6 
1966 5.2 7.5 
1967 7.3 7.6 
1970 8.5 7.8 
1975 10.0 8.5 
1980 11.7 9.9 
1985 12.7 11.0 
1990 15.4 12.9 
1991 16.9 12.8 
1992 17.4 12.6 
1993 18.6 12.4 

SOURCES: Health Care Financing Administration, Office of the Actuary: 
Data from the Office of National Health Statistics; and the U.S. 
Department of Commerce, Bureau of Economic Analysis. 

0.9 percentage point Federal responsibility 
for health care financing through the 
Medicare and Medicaid programs broad­
ened in recent years with the clarification 
of payment rules and the widening of pro­
gram eligibility requirements, as well as 
reasons discussed later. 

The proportion of total government 
spending allocated to health programs con­
tinued to increase in 1993. Federal spend­
ing on health programs accounted for 18.6 
percent of all Federal spending in 1993, up 
from 15.4 percent in 1990 (Table 6). State 
and local government spending on health 
programs was 12.4 percent of total spend­
ing in 1993, down from the prerecession 
high of 12.9 percent in 1990. 

Medicare 

As of July 1, 1993, 36.3 million aged and 
disabled persons were enrolled in Medi­
care. The program spent $151.1 billion in 
PHC (benefit) payments for expenses 
incurred by the 29.0 million enrollees who 
received benefits in 1993 (Table 7). Growth 
in Medicare spending for PHC decelerated 
from 12.4 percent in 1992 to 11.6 percent in 

1993. Excluding the exceptional growth 
observed in 1989 because of effects of legis­
lation and clarification of program coverage 
criteria, the 1992 and 1993 growth rates 
were the highest since 1983. 

Medicare continues to increase its share 
of total spending for PHC. In 1993, 
Medicare financed 19.3 percent of total 
spending for PHC and 44.8 percent of the 
public share of PHCE. Annual Medicare 
expenditures for benefits increased from 
$109.6 billion in 1990 to $151.1 billion in 
1993, or $41.5 billion. Most of this increase 
(58.3 percent) is attributable to spending 
for hospital care. Payments for home 
health care accounted for 12.2 percent of 
this increase; physician services, 11.7 per­
cent; and all other services, 17.8 percent. 

Medicare's share of funding for all hos­
pital expenditures was 28.4 percent in 1993, 
the highest this share has been since the 
mid­1980s. An indication of increased hos­
pital utilization for the Medicare population 
can be seen in data from the American 
Hospital Association (AHA). AHA National 
Hospital Panel Survey (1990­93) data indi­
cate that the annual number of community 
hospital admissions for persons 65 years of 
age or over grew 7.3 percent between cal­
endar years 1990 and 1993, while admis­
sions for persons under 65 years of age 
declined by 5.5 percent. Inpatient days of 
care dropped for both groups over this 
period but more dramatically for the under 
65 years of age group (a 10.8­percent drop 
compared with a 2.0­percent decline for the 
65 years of age or over population). 

Medicare primarily funds hospital care 
and physician services. Hospital care 
accounted for over 70 percent of Medicare 
benefits in the early 1980s but has steadi­
ly declined since then. In 1993, 61.3 
percent of Medicare benefits were for 
hospital care and another 23.0 percent for 
physician services. 

HEALTH CARE FINANCING REVIEW/Fall 1994/Volume 16, Number l 263 



HEALTH CARE FINANCING REVIEW/Fall 1994/Volume 16, Number 1 

: 
 

 F
in

a
n

c
in

g
e

 M
e
d

ic
a
r

f
 o

s
 S

o
u

rc
e

d
 a

n 3
  

 1
9
6
6
­9d

 M
e
d

ic
a
i

s
d

 7
  

e  a
n

e
 M

e
d
ic

a
r

 C
a
le

n
d
a
r 

Y
e
a
r

T
a
b

l

dr
 U

n
d
e

s S
e
le

c
te

 E
x
p

e
n

d
it
u

re
e

 C
a
r

l 
H

e
a
lt
h

P
e
rs

o
n

a

M
e
d
ic

a
re

 F
in

a
n
ci

n
g
 

P
e
rs

o
n
a
l 

H
e
a
lth

 C
a
re

 E
xp

e
n
d
itu

re
s
 

P
o
p
u
la

tio
n
 

A
n
n
u
a
l 

In
p
a
tie

n
t 

S
u
p
p
le

m
e
n
ta

ry
 

M
a

x
im

u
m

 
M

e
d
ic

a
re

 
a

n
d
 

M
e

d
ic

a
r e

 
M

e
d
ic

a
id

 
H

o
sp

ita
l 

M
e
d
ic

a
l 

In
su

ra
n
ce

 
T

a
x
a

b
le

 
C

o
n
tr

ib
u
tio

n
 

Y
e
a
r 

M
e

d
ic

a
id

2
 

M
e
d
ic

a
re

 
M

e
d
ic

a
id

 
E

n
ro

lle
e
s

3
 

U
se

rs
4

 
R

e
ci

p
ie

n
ts

5
 

D
e

d
u

c
ti
b

le
6

 
M

o
n
th

ly
 P

re
m

iu
m

7
 

E
a
rn

in
g
s
 

R
a

te
8

, 9
 

A
m

o
u

n
t 

in
 B

ill
io

n
s
 

N
u
m

b
e
r 

in
 M

ill
io

n
s
 

A
m

o
u
n
t 

in
 D

o
lla

rs
 

P
e
rc

e
n
t 

1
9
6
6
 

$
3
.0

 
$
1
.7

 
$
1
.3

 
1
9
.1

 
3
.7

 
—

 
$
4
0
 

$
3

.0
0
 

$
6

,6
0

0
 

0
.3

5
 

1
9
6
7
 

7
.8

 
4
.8

 
3
.0

 
1
9
.5

 
7
.2

 
—

 
4

0
 

3
.0

0
 

6
,6

0
0

 
0
.5

0
 

1
9
7
2
 

1
6
.9

 
8
.9

 
8
.0

 
2
1
.3

 
1
0
.0

 
1
7
.6

 
6
8
 

5
.8

0
 

9
,0

0
0
 

0
.6

0
 

1
9
7
3
 

1
9
.3

 
1
0
.2

 
9
.1

 
2
3
.5

 
1
0
.2

 
1
9
.6

 
7
2
 

1
0

 6
.3

0
 

1
0
,8

0
0
 

1
.0

0
 

1
9
8
0
 

6
1

.2
 

3
6
.4

 
2
4
.8

 
2
8
.5

 
1
8
.0

 
2
1
.6

 
1
8
0
 

9
.6

0
 

2
5

,9
0

0
 

1
.0

5
 

1
9
8
5
 

1
0
9
.5

 
7
0
.3

 
3

9
.2

 
3
1
.1

 
2
2
.3

 
2
1
.8

 
4

0
0
 

1
5
.5

0
 

3
9

,6
0

0
 

1
.3

5
 

1
9
8
9
 

1
5
9
.3

 
1
0
0
.1

 
5
9
.2

 
3
3
.6

 
2
6
.2

 
2
3
.5

 
5

6
0
 

1
1

 3
1

.9
0
 

4
8

,0
0

0
 

1
.4

5
 

1
9
9
0
 

1
8
1
.3

 
1
0
9
.6

 
7
1
.7

 
3
4
.2

 
2
7
.2

 
2
5
.3

 
5
9
2
 

2
8

.6
0
 

5
1

,3
0

0
 

1
.4

5
 

1
9
9
1
 

2
1

0
.4

 
1
2
0
.5

 
8
9
.9

 
3
4
.9

 
2
7
.7

 
2

8
.3

 
6
2
8
 

2
9

.9
0
 

1
2
5
,0

0
0
 

1
.4

5
 

1
9
9
2
 

2
3
9
.1

 
1
3
5
.4

 
1
0
3
.6

 
3
5
.6

 
2
8
.1

 
3
0
.9

 
6

5
2
 

3
1

.8
0
 

1
3
0
,2

0
0
 

1
.4

5
 

1
9
9
3
 

2
6

3
.9

 
1
5
1
.1

 
1
1
2
.8

 
3
6
.3

 
1
2
 2
9
.0

 
3
3
.4

 
6

7
6
 

3
6

.6
0
 

1
3
5
,0

0
0
 

1
.4

5
 

1 H
os

pi
ta

l in
su

ra
nc

e
 a

nd
/o

r 
su

pp
le

m
en

ta
ry

 m
ed

ic
al

 in
su

ra
nc

e
 (S

M
I)
. 

2
 E

xc
lu

d
e
s
 b

u
y­

in
 p

re
m

iu
m

s
 p

a
id

 b
y
 M

ed
ic

ai
d
 fo

r 
S

M
I 

co
ve

ra
ge

 o
f 
a
g
e
d
 a

nd
 d

is
ab

le
d
 M

ed
ic

ai
d
 r
ec

ip
ie

nt
s
 e

lig
ib

le
 fo

r 
co

ve
ra

g
e
. 

3 E
n
ro

lle
e
s
 a

s
 o

f 
Ju

ly
 1

 o
f 
sp

e
ci

fie
d
 y

e
a
r.

 
4 E

n
ro

lle
e
s
 w

ith
 s

om
e
 r
ei

m
bu

rs
em

en
t 
un

de
r 

M
ed

ic
ar

e
 d

u
rin

g
 c

al
en

da
r 
ye

a
r.

 D
at

a
 th

ro
ug

h
 1

97
3
 r
ef

le
ct

 a
ge

d
 u

se
rs

 o
n
ly

. 
D

at
a
 fo

r 
19

74
 a

nd
 la

te
r 

in
cl

u
d
e
 a

g
e
d
 a

n
d
 d

is
a
b
le

d
 u

se
rs

. 
5 U

n
d
u
p
lic

a
te

d
 c

ou
nt

 o
f 
M

ed
ic

ai
d
 r
e
ci

p
ie

n
ts

 d
u
rin

g
 fi

sc
a
l y

e
a
r.

 
6
A

s
 o

f J
an

ua
ry

 o
f 
sp

e
ci

fie
d
 y

ea
r 
w

ith
 th

e
 e

xc
e
p
tio

n
 o

f 
19

66
, f

o
r 
w

h
ic

h
 J

u
ly

 d
a
ta

 a
re

 u
se

d
. 

7
A

s
 o

f J
u
ly

 fo
r 

19
66

­8
3

 a
nd

 a
s
 o

f J
a
n
u
a
ry

 fo
r 

19
84

 a
nd

 l
a
te

r.
 

8 E
m

pl
oy

er
 a

nd
 e

m
pl

oy
ee

 (e
ac

h)
 a

nd
 s

el
f­e

m
pl

oy
ed

 p
er

so
ns

 th
ro

ug
h
 1

98
3.

 
9
E

ff
e
ct

iv
e

 in
 1

98
4,

 s
e
lf­

e
m

p
lo

ye
d
 p

er
so

ns
 p

ay
 d

o
u
b
le

 th
is

 r
a
te

, 
th

e
 e

qu
iv

al
en

t 
of

 b
o
th

 t
h
e
 e

m
pl

oy
er

 a
nd

 th
e
 e

m
pl

oy
ee

 s
h
a
re

. 
10

M
on

th
ly

 p
re

m
iu

m
s
 fo

r 
Ju

ly
 a

nd
 A

ug
us

t 
19

73
 w

er
e
 r
ed

uc
ed

 to
 $

5
.8

0
 a

nd
 $

6.
10

, r
e
sp

e
ct

iv
e
ly

, 
by

 th
e
 C

os
t o

f 
Li

vi
ng

 C
o
u
n
ci

l. 
11

In
cl

ud
es

 $
27

.9
0
 S

M
I m

on
th

ly
 p

re
m

iu
m

 a
nd

 $
4.

00
 c

at
as

tro
ph

ic
 c

ov
er

ag
e
 m

on
th

ly
 p

re
m

iu
m

. 
12

E
st

im
a
te

d
. 

S
O

U
R

C
E

: H
ea

lth
 C

ar
e
 F

in
an

ci
ng

 A
d
m

in
is

tr
a
tio

n
, O

ffi
ce

 o
f t

h
e
 A

ct
u
a
ry

: 
D

at
a
 fr

o
m

 th
e
 O

ffi
ce

 o
f 

N
at

io
na

l H
ea

lth
 S

ta
tis

tic
s.

 

264 



Medicare expenditures for hospital care 
reached $92.7 billion in 1993, an increase of 
10.1 percent from 1992. These expendi­
tures for hospital care services, including 
inpatient, outpatient, and hospital­based 
HHA services, grew at double­digit rates 
for the second consecutive year. 

Medicare expenditures for physician 
services increased from $32.4 billion in 
1992 to $34.8 billion in 1993, a growth of 7.6 
percent. Strategies designed to decelerate 
the growth in Medicare spending for physi­
cian services effectively slowed growth 
from 12.2 percent in 1989 to 4.8 percent in 
1991. Efforts to control growth continued 
with implementation of the MFS in January 
1992. The MFS is based on a national 
Resource­Based Relative Value Scale and 
will be phased in over a 4­year period. 
Growth in Medicare spending for physician 
services slowed to 3.1 percent in 1992. 

Medicare paid $8.1 billion for home 
health care furnished by non­facility­based 
HHAs in 1993. Annual growth in Medicare 
expenditures for home health care (36.5 
percent in 1993) has ranged from 25 per­
cent to 50 percent since its home health 
coverage criteria were clarified in 1988. 
Historically, with the exception of a few 
years in which more stringent regulations 
were applied, Medicare has financed 30­40 
percent of the Nation's spending for home 
health care services. 

Medicare spent $6.1 billion for skilled 
nursing facility (SNF) care in 1993, 35.3 
percent more than in 1992. Spending in 
1993 was almost sevenfold greater than 
spending in 1988. Dramatic changes in 
annual growth rates were triggered by 
Medicare's clarification of its conditions for 
payment of SNF benefits and the passing of 
the MCCA. Certain provisions of the 
MCCA affecting SNF payments became 
effective in 1989 before its repeal. 
Medicare's share of national spending for 

nursing home care grew from 2.1 percent 
in 1988 to 8.8 percent in 1993. 

Medicaid 

Medicaid expenditures, which equaled 
14.4 percent of total PHCE in 1993, largely 
fund institutional services. In 1993, for 
example, hospital care and nursing home 
care accounted for 37.6 and 31.9 percent, 
respectively, of the $112.8 billion in com­
bined Federal and State Medicaid spend­
ing. Medicaid continues to be the largest 
third­party payer of long­term care spend­
ing, financing 51.7 percent of nursing home 
care in 1993, a percentage that has been 
increasing for the last 4 years. 

In 1992 and 1993, growth in Medicaid 
spending slowed to 15.3 percent and 8.8 
percent, respectively, following 3 years of 
accelerating growth for almost all cate­
gories of service. Although decelerating, 
Medicaid expenditures have continued to 
grow because of the Boren Amendment 
(which requires reasonable and adequate 
payment for services rendered); Federal 
requirements for increased coverage of 
mothers and children and certain low­
income, aged, and disabled Medicare 
enrollees; and increased payments to dis­
proportionate share hospitals (DSH) (facil­
ities serving a disproportionate share of 
Medicaid recipients or other low­income 
populations) (Letsch et al., 1992). These 
factors, coupled with general economic 
decline in 1990 and 1991, placed additional 
demands on States to finance their share of 
Medicaid expenditures. 

Many States, under severe budget con­
straints, looked to creative financing tech­
niques to meet their increasing Medicaid 
financial responsibilities. Efforts focused 
on soliciting voluntary donations from 
hospitals and imposing provider taxes on 
certain health care services. Collections of 
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provider­based taxes and voluntary dona­
tions (T&D) were significantly higher in 
1991 and 1992 than in 1993, when the 
1991 Medicaid Voluntary Contribution 
and Provider­Specific Tax (MVCPT) Amend­
ments (Public Law 102­234) took effect. 
These amendments were created in 
response to concern that the use of 
provider­related T&D to fund DSH pay­
ments contributed to spiraling Medicaid 
costs. They disallowed Federal matching 
funds for donations by, or on behalf of, health 
care providers and allowed only matching 
funds for broad­based taxes that did not hold 
taxpayers harmless for the cost of the tax. A 
grandfather clause was included in the legis­
lation to allow for the use of provider dona­
tions and tax programs during a transition 
period. Most States were required to adhere 
to the new rule beginning in October 1992; 
however, two States were granted extensions 
until January 1, 1993, and nine States were 
granted extensions until July 1, 1993. The 
amendments immediately imposed a cap on 
taxes and donations—25 percent of the total 
non­Federal share of Medicaid program 
expenditures in thatfiscal year (Health Care 
Financing Administration, 1992). 

During the period in which States were 
seeking increased revenues, the Medicaid 
program focused increased attention on 
needy hospitals by enabling them to receive 
DSH payments which were eligible for 
Federal matching funds. However, concern 
developed that some States with T&D pro­
grams could repay providers for their T&D 
through the State's determination that the 
facility served a disproportionate share of 
the State's low­income population (Letsch et 
al., 1992), thus increasing T&D, DSH pay­
ments, and overall Medicaid expenditures. 
The 1991 MVCPT Amendments addressed 
this issue as well. Effective October 1,1992, 
was the imposition of a State limit on DSH 
payments of 12 percent of that State's 

Medicaid expenditures (not including 
administrative costs), as well as a national 
limit of 12 percent of total Medicaid pro­
gram expenditures. Those States with DSH 
payments above the 12­percent limit were 
not permitted to increase aggregate DSH 
payments, and States with DSH payments 
below the limit were allowed to increase 
payments to allow for growth (Health Care 
Financing Administration, 1992). 

For the purposes of the NHA, certain 
Medicaid DSH payments to hospitals that 
were offset by donations and taxes paid by 
the same facilities were excluded, because 
these payments netted out and did not 
contribute to overall hospital operation. 
When these amounts were removed from 
Medicaid program­based estimates for 
State and local government expenditures, 
Medicaid growth was dampened. For 
example, from 1990 to 1992, without 
accounting for offsetting T&D receipts, 
New Hampshire inpatient hospital care 
expenditures skyrocketed, growing 3,530 
percent, and Texas inpatient hospital care 
spending grew 244 percent Before off­
setting adjustments were made, total 
Medicaid hospital care expenditures 
nationwide grew 115 percent from 1990 to 
1992; after offsetting adjustments, these 
expenditures grew 54.9 percent during the 
same period. Growth rates decelerated 
in 1993 after the MVCPT Amendments 
limited DSH payments and T&D. 

Part of the impetus for the 1991 amend­
ments was concern that increases in T&D 
and DSH could lead to a long­term realign­
ment of Federal and State responsibilities 
for Medicaid by effectively increasing the 
Federal share of Medicaid spending 
(Merlis, 1991). Although the MVCPT 
Amendments contained rising costs, the 
Federal share of total Medicaid program 
obligations moved from 56.9 percent in 
1990 to 57.3 percent in 1993. In addition, 
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Table 8  

Differences in Medicaid Expenditures as Reported to HCFA and as Estimated in the National  
Health Expenditures, and Effective Match Rates: 1988­93  

1988 1989 1990 1991 1992 1993 

Amount in Billions 
Reported Medicaid Fiscal Year Expenditures:1 

Total $53.6 $60.5 $72.1 $90.6 $116.9 $129.1 
Federal 30.2 34.2 41.0 51.8 67.1 74.0 
State and Local 23.4 26.3 31.1 38.8 49.8 55.1 

Estimated National Health Accounts 
Medicaid Calendar Year Expenditures:2 

Total 55.1 62.3 75.4 93.9 108.0 117.9 
Federal 31.0 35.4 42.7 56.7 68.3 76.1 
State and Local 24.1 26.8 32.7 37.2 39.7 41.8 

Percent 
Effective Medicaid Federal Match Rates From: 
Medicaid Reports1 

National Health Accounts Estimates2 
56.3 
56.3 

56.5 
56.8 

56.9 
56.6 

57.2 
60.4 

57.4 
63.2 

57.3 
64.5 

Difference3 0.0 0.3 ­0.3 3.2 5.8 7.2 
1As reported in HCFA Form­64 (financial settlement sheet for Federal match computations). Excludes Medicaid buy­ins. 

2ln the national health accounts, disproportionate share payments offset by taxes and donations in the same hospital are excluded from State and local 
spending. Also excludes Medicaid buy­ins. 
3Differences in 1989 and 1990 are caused by the difference in calendar year and fiscal year. 

NOTE: HCFA is the Health Care Financing Administration. 

SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Statistics. 

the exclusion of the amount of DSH pay­
ments offset by T&D reduced State and local 
Medicaid payments, creating even greater 
increases in the effective Federal match rate 
for Medicaid. The NHE Medicaid Federal 
match rate moved from 56.6 in 1990 to 64.5 
percent in 1993 (Table 8). 

Other Government 

Government programs other than 
Medicare and Medicaid accounted for 13.1 
percent of the NHE. The share of health 
expenditures funded by these other gov­
ernment programs has steadily declined in 
every year, dropping from 24.5 percent of 
health spending in 1960 to 19.8 percent in 
1970 and 16.6 percent in 1980, as expendi­
tures under Medicare and Medicaid played 
increasingly important roles in funding 
health care for aged, disabled, and low­
income persons. In general, these pro­
grams provide health care services in their 
own facilities, through public insurance­
type programs, or as grants to facilities to 

provide care to target populations. Target 
populations include groups such as mili­
tary personnel and their families, veterans, 
Native Americans, refugees, temporarily 
disabled workers, persons with mental dis­
orders or substance abuse problems, and 
mothers and children. 

REVISIONS TO DATA SOURCES 
AND METHODS 

This section contains a selected descrip­
tion of the data sources and methodology 
used to estimate health care expenditures. 
This discussion is limited to revisions that 
have been introduced in this article. 
Detailed information on data sources and 
methods not covered here can be found in 
Lazenby et al. (1992). 

Types of Service 

Many of the PHC component expendi­
ture estimates presented here have been 
revised to incorporate the Standard 
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Industrial Classification (SIC) revision intro­
duced in 1987 (Executive Office of the 
President, 1987). SICs systematically classify 
all business establishments in the United 
States according to their economic activity 
and form the basis on which government­
wide statistical information is collected. These 
codes are periodically revised according to 
information from government and other sta­
tistical users in order to capture the industrial 
structure of the Nation more effectively and 
to meet the statistical needs of policymakers. 
The 1987 revision contains several important 
changes to the health care sector. These 
changes permit the collection of government 
statistics that more accurately represent the 
major sectors of the health care industry. 

The 1987 revision, the first comprehen­
sive revision since 1972, contains changes 
to the classifications for offices and clinics 
of doctors of medicine, doctors of osteopa­
thy, dentists, and other health practitioners, 
as well as outpatient clinics. In addition, the 
1987 revision establishes a separate classifi­
cation for home health care services. 
Previously, home health care was a portion 
of a broader SIC, health and allied services 
not elsewhere classified (Figure 3). 

These changes affect the NHA in several 
ways. First, the changes combine clinics of 
physicians (including staff­model HMOs), 
dentists, and other health practitioners 
with the offices of these providers. Prior to 
the revisions, these clinics were reported 
in the NHE as part of other professional 
services. This revision more accurately 
portrays the entire range of services sup­
plied by these providers, regardless of the 
site of care. Second, the creation of a home 
health care SIC separate from miscella­
neous other health care SICs, permits gov­
ernment agencies to provide employment 
and business receipt information (valuable 
sources for NHE estimates) for this grow­
ing provider type for the first time. 

The SIC revisions previously discussed 
were incorporated in the physician ser­
vices estimates from 1977 forward based 
on data from the quinquennial Census of 
Service Industries (U.S. Bureau of the 
Census, 1977, 1982, 1987a) and the Services 
Annual Survey (SAS) (U.S. Bureau of the 
Census, 1984­92). Previously, estimates of 
spending for physician services required 
an addition of expenditures for services of 
salaried physicians in staff­model HMOs. 
This adjustment is no longer necessary 
because the 1987 SIC revision categorizes 
staff­model HMOs with offices and clinics 
of doctors of medicine. 

In previous publications of the NHE 
(Letsch et al., 1992), estimates of dental 
expenditures were based primarily on statis­
tics compiled and published by the Internal 
Revenue Service (IRS). Business receipts 
were summed for sole proprietorships, part­
nerships, and incorporated practices to form 
the bulk of the estimate. The steady deterio­
ration of the timeliness and statistical vari­
ance of the IRS data beginning in the late 
1970s prompted a modification of the esti­
mation techniques used to compile the 
NHE. The SAS (U.S. Bureau of the Census, 
1984­92) and the Census of Service Industries 
(U.S. Bureau of the Census, 1977, 1982, 
1987a) that provide estimates of business 
receipts from dental establishments were 
used to construct this estimate. 

From 1977 forward, expenditures for 
three major components of other profes­
sional services—licensed health profes­
sionals, specialty clinics, and miscella­
neous health services—were estimated 
separately based on data from the SAS (U.S. 
Bureau of the Census, 1984­92) and the Census 
of Service Industries (U.S. Bureau of the 
Census, 1977, 1982, 1987a). For licensed other 
professionals, a portion of the optometrist 
receipts representing the dispensing of eye­
glasses was deducted and reported instead 
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under spending for DME. Since 1991, the SAS 
has been collecting information on the portion 
of optometrist receipts that represents busi­
ness receipts from the sale of eyeglasses, 
increasing the accuracy of this adjustment 

Home health care services became 
uniquely classified as an industry in the 
1987 SIC Manual (Executive Office of the 
President, 1987). As this change was incor­
porated into the data collection systems of 
Federal Government agencies, revenue and 
employment data gradually became avail­
able. The new sources of data reflect a 
broader view of the home health service 
industry than could be inferred from 
Medicare and National League of Nursing 
data (Lazenby et al., 1992) used for earlier 
estimates. Therefore, estimates of expendi­
tures for home health care presented in this 
article were revised upward for each year. 

Data from the Census of Service 
Industries (U.S. Bureau of the Census, 
1977, 1982, 1987a) were used to estimate 
home health service business receipts for 
1987. Data on business receipts provided 
by the SAS (U.S. Bureau of the Census, 
1984­92) were used to establish the level of 
home health expenditures for 1990­92. 
Expenditure growth in 1993 was estimated 
using growth in the number of non­govern­
ment home health employee workhours 
(U.S. Bureau of Labor Statistics, 1992­93) 
and in home health input prices (Health 
Care Financing Administration, 1992­93). 
Revised expenditure estimates for 1960­86 
were calculated from annual growth in the 
previous estimates. 

The estimates of retail spending for pre­
scription drugs were prepared using the 
preliminary results of a HCFA­sponsored 
study conducted by the Actuarial Research 
Corporation (ARC) (1994). The prelimi­
nary estimates of consumer spending on 
prescription drugs from the ARC study 
were based on manufacturers' sales to 

retail outlets. The ARC estimates of pre­
scription drug spending by consumers 
were used to extrapolate the 1982 NHE 
estimates of prescription drug spending to 
1992. The 1993 NHE estimates were pre­
pared using data on the growth in prescrip­
tion drug sales volume and prices gathered 
from industry sources. The result of the 
revised methodology was increased esti­
mates of spending on prescription drugs 
for the years 1983 forward. The 1991 pre­
scription drug estimate was increased by 
15.0 percent. The final results of the ARC 
study will be incorporated in the next annu­
al NHE update. 

Revisions to nursing home expenditures 
presented in this report were caused pri­
marily by a refinement to the procedure 
used to estimate Medicaid spending for 
ICF/MR nursing care. These refinements, 
described later, increased estimated expen­
ditures for nursing home care from 1977­91. 

Medicare program administrative expenses 
were revised to include the costs associated 
with the activities of Peer Review Organi­
zations (PROs) and their predecessors, 
Professional Standard Review Organizations. 

The value of new construction put in 
place (VPIP), estimated by the U.S. Bureau 
of the Census (1991), provided the basis 
for construction estimates. In 1991, the 
U.S. Bureau of the Census increased the 
level of VPIP from 1965 forward to reflect 
more accurately the amount of construc­
tion activity for the period. The substantial 
upward revisions to the private VPIP 
series—ranging from $0.3 billion for early 
years to $1.3 billion for 1991—were incor­
porated into NHE construction estimates 
for the first time. 

Sources of Funding 

Estimates of public expenditures for 
health care are derived from information 
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furnished by the agency responsible for each 
program. Many of these statistics for the 
Federal Government are reported through 
the Budget Appendix of the United States. 
(Executive Office of the President, 1994). 

There are few data sources available that 
comprehensively measure private sources 
of funding (out­of­pocket spending, private 
health insurance expenditures, or non­
patient revenues) for the entire health care 
sector. Instead, estimates of private sources 
of funding are developed separately for 
each type of service because additional data 
from trade associations and other private 
sources are frequently available. 

In general, estimates of total private 
expenditures for health care for each serv­
ice were derived by subtracting all public 
sources of funding from the independently 
derived service expenditure totals. Private 
expenditures were then split into separate 
estimates for out­of­pocket, private health 
insurance, and non­patient revenue expen­
ditures. These splits were based on infor­
mation from the Consumer Expenditure 
Integrated Survey (U.S. Bureau of Labor 
Statistics, 1984­92); trade associations (e.g., 
American Hospital Association [1960­92], 
American Medical Association [1984­94], 
American Dental Association [1980­93], 
and Visiting Nurse Association of America 
[1988]); data from historical private health 
insurance studies (Carroll and Arnett, 
1981); and periodic provider surveys such 
as the National Nursing Home Survey 
(National Center for Health Statistics, 1972, 
1977, 1985). In addition, surveys of the non­
institutionalized population's health care 
use and financing patterns, conducted over 
the past three decades, were examined in 
constructing historical estimates. The most 
recent survey of this type, the National 
Medical Expenditure Survey (Agency for 
Health Care Policy and Research, 1987) 
was integrated into these estimates. 

Beginning in 1991, the U.S. Bureau of the 
Census provided yet another source of 
receipts information for the offices and 
clinics of physicians, dentists, and other 
professionals and nursing homes in the 
SAS (U.S. Bureau of the Census, 1984­92). 

Private health insurance benefits were 
estimated for each service in conjunction 
with the out­of­pocket estimates as dis­
cussed previously. Estimates for total pri­
vate health insurance premiums were 
developed using financial data from the 
insurance industry. Net cost was estimated 
as the difference between insurance premi­
ums and benefits. 

To develop private health insurance pre­
mium estimates, estimates of premiums, 
benefits, and the net cost of private health 
insurance were formulated using informa­
tion from the National Association of Blue 
Cross and Blue Shield (1960­93), Health 
Insurance Association of America (1994), 
Group Health Association of America, Inc. 
(1985­93), single­service dental plans, a 
survey of self­insured and prepaid health 
plans conducted by HCFA, and surveys of 
third­party administrators conducted by 
private organizations (Business Insurance, 
1986­94; Employee Benefit Plan Review, 
1985­93). The ratio of premiums to benefits 
developed from this insurance industry 
information was applied to the sum of pri­
vate health insurance benefits estimated 
for each NHE service sector, thereby inflat­
ing benefits to premiums. These estimates 
were compared to estimates of private 
health insurance produced using the 
Employment Cost Index Survey (U.S. 
Bureau of Labor Statistics, 1984­93), the 
U.S. Bureau of Labor Statistics' Survey of 
Expenditures for Health Care Plans by 
Employers and Employees, 1992 (1993) and 
the Consumer Expenditure Integrated 
Survey (U.S. Bureau of Labor Statistics, 
1984­92). 
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The only public source of funding to 
incorporate major revisions in methodology 
is Medicaid. Medicaid estimates for 1980 
forward continue to be based on financial 
reports filed by State Medicaid agencies 
(HCFA Form­64). These reports contain 
total program expenditures by detailed 
service type. Beginning with estimates 
presented in this article, Medicaid 
expenditures were based on edited, State­
and service­specific HCFA Form­64 data 
rather than national service aggregations. 

Several adjustments to reported HCFA 
Form­64 data were necessary to fit the 
estimates into the framework of the NHA 
First, an expenditure estimate (based on 
HCFA Form­64 data) of Medicaid buy­ins to 
Medicare was deducted to avoid double 
counting when the programs are presented 
together. The second adjustment added an 
estimate of hospital­based home health 
care spending to hospital care and con­
comitantly subtracted it from home health 
care expenditures. Previously, the propor­
tion of home health care expenditures 
reimbursed to hospital­based HHAs was 
derived from national Medicare program 
data. This method was revised to use State­
specific rather than national Medicare pro­
portions of hospital­based home health 
expenditures. These proportions were 
applied to State­specific Medicaid home 
health expenditures to derive the amount 
by State that is hospital­based and then 
summed to national totals. 

The final adjustment counted that por­
tion of reported program expenditures for 
ICFs/MR estimated to cover services in hos­
pital­based facilities as hospital care rather 
than nursing home care. The movement 
toward the deinstitutionalization of the men­
tally retarded population, occurring since the 
late 1970s, triggered a modification in the 
previous methodology that assumed the 
share of hospital­based ICF/MR spending at 

40 percent The revision incorporated the 
results of a facility­by­facility comparison of a 
1982 University of Minnesota survey (Hill 
and Lakin, 1984) to AHA (1980­92) survey 
data for that same year. A relationship 
between University of Minnesota ICF/MR 
expenditures and AHA ICF/MR expendi­
tures for 1982 was developed and then 
extrapolated to more recent years using AHA 
facility­specific expenditures, thus capturing 
any movements in the hospital share of 
ICFs/MR. The ratio of these hospital 
ICF/MR estimates (summed to a State level) 
to State­level Medicaid ICF/MR program 
data was used to construct a national hospi­
tal­based ICF/MR Medicaid estimate. 
Results of this new methodology confirmed 
that the Medicaid ICF/MR share of expendi­
tures going to hospitals has continued to 
decrease throughout the 1980s, plummeting 
to just under 11 percent in 1993 from nearly 
40 percent in 1980. This adjustment had no 
effect on the level of total hospital expendi­
tures. However, it did lower previous esti­
mates of Medicaid reimbursement for hospi­
tal care, and raise previous estimates of 
Medicaid reimbursement for nursing home 
care, where ICFs/MR is a separate compo­
nent of that estimate. 

DEFINITIONS 

Types of Service 

The NHA is a comprehensive measure of 
health spending by type of service and 
medical product and by source of funding. 
The NHA is arrayed in a three­dimensional 
matrix of health care services/products 
and funding sources over time. This struc­
ture permits both time­series and cross­
sectional analyses. 

The NHA contains varying levels of 
aggregation, with the most comprehensive 
level being the NHE. The NHE consists of 
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all expenditures for medical services and 
products, government public health activi­
ties, administrative costs, net cost of private 
health insurance, non­commercial medical 
research, and construction of medical facil­
ities. However, it excludes other indirect 
health care expenditures that may con­
tribute to health status, such as govern­
ment nutrition programs, safety programs, 
or public health programs such as water 
fluoridation and sanitation. 

The NHE consists of HSS, a measure of 
current consumption of health care; and 
non­commercial research and construction 
of medical facilities, a measure of invest­
ment in health care. HSS measures spend­
ing for medical services and products, pub­
lic health activities, administrative costs, 
and the net cost of private health insurance. 
PHC, a subset of HSS, measures spending 
for the delivery of medical services and the 
purchase of medical products. It consists of 
spending for hospital care, physician serv­
ices, dental services, other professional 
services, home health care, nursing home 
care, durable and non­durable medical 
products, and miscellaneous other PHC. 

Hospital care estimates cover spending 
for all hospital services provided to 
patients. Expenditures for hospital care 
cover fees charged for room and board, 
ancillary services such as operating room 
use, services of resident physicians, inpa­
tient pharmacy services, hospital­based 
nursing home and home health care, and 
any other services billed by hospitals. 
Expenditures for services of physicians 
who bill independently for patients seen in 
hospitals are excluded. 

The value of non­Federal hospital output 
is measured by total net revenues. This 
includes gross patient revenues (billed 
charges) reduced by the revenues of con­
tractual adjustments with insurers, bad 
debts, and charity care. Also included are 

government tax appropriations; non­patient 
operating revenue, such as gift shop and 
cafeteria revenue, parking lot receipts, and 
educational program revenue; and non­
patient, non­operating revenues, such as 
interest income, contributions, and grants. 
The value of Federal hospital output is 
measured in terms of Federal outlays for 
the operation of those facilities. 

All hospitals in the United States and its 
outlying territories are represented in the 
NHA community and non­community hospi­
tals estimates. Community hospitals are 
defined as non­Federal, acute­care hospitals 
whose average length of stay is less than 30 
days and whose facilities and services are 
open to the general public. Non­community 
hospitals include long­term care hospitals, 
psychiatric hospitals, tuberculosis and other 
respiratory hospitals, chronic disease hospi­
tals, alcohol­ and chemical­dependency hos­
pitals, some institutions for the mentally 
retarded, and hospital units of institutions 
such as prisons and college infirmaries. All 
Federal hospitals are also considered to be 
non­community hospitals, because they are 
not generally open to the public. 

Non­Federal hospital estimates (both 
community and non­community) are con­
structed using AHA (1960­92) Annual 
Survey of Hospitals data. Federal hospital 
estimates are based on data from the 
Federal agencies that administer them. 

Physician services include expenditures 
for services rendered by a Medical Doctor 
(M.D.) or by a Doctor of Osteopathy 
(D.O.) in an office or clinic (including 
ambulatory surgical centers and freestand­
ing emergency medical centers). This cate­
gory also includes services rendered by an 
M.D. or D.O. in hospitals if the physician 
bills independently for those services. 
Expenditures for services provided in staff­
model and group­model HMO facilities are 
counted under physician services. 

HEALTH CARE FINANCING REVIEW/Fall 1994/Volume 16, Number 1 273 



In addition to physician services provid­
ed in offices, clinics, and HMO establish­
ments, the NHE category of physician 
services also includes expenditures for all 
laboratory services ordered through physi­
cians' offices or clinics. Most of these serv­
ices are billed though the physicians' 
offices or clinics; the remainder is indepen­
dently billed by laboratories. 

Professional fees received by physicians 
from hospitals are subtracted from the esti­
mates of spending for physician services. 
Hospitals' professional fee arrangements 
with physicians include minimum guaran­
teed income, percentage of departmental 
billings, and bonuses. These fees are 
counted as hospital expenditures because 
they are paid from revenues received by 
hospitals based on services performed at 
that site. Including them under physician 
services would result in double counting 
these expenditures. 

Expenditures for dental services capture 
payment for services received in offices or 
clinics of doctors of dental surgery or doc­
tors of dental medicine. The receipts of 
dental laboratories are included in this cat­
egory because all billings for dental labora­
tory services are assumed to be made 
through dental offices and are captured in 
the business receipts of dentists. 

Other professional service expenditures 
include spending for services provided by 
independently practicing licensed health 
care practitioners other than physicians 
and dentists. Licensed other professionals 
include practitioners such as private duty 
nurses, chiropractors, psychologists, podia­
trists, and optometrists. These expenditures 
also cover services delivered in kidney dial­
ysis centers and in freestanding specialty 
outpatient clinics such as alcohol treatment 
centers, outpatient mental health clinics, 
and rehabilitation centers. In addition, this 
sector of the NHA includes spending for 

miscellaneous health and allied services not 
elsewhere classified and Medicare reim­
bursements for ambulance services. 

Expenditures reported for home health 
care measure spending for medical care 
services delivered in the home by non­facil­
ity­based HHAs. Providers of home health 
care are establishments engaged primarily 
in furnishing skilled nursing or medical 
care in the home, under the supervision of 
a physician. 

Expenditures for prescription drugs are 
limited to spending for products purchased 
from retail outlets. The value of drugs and 
other products provided to patients by hos­
pitals (on an inpatient or outpatient basis) 
and nursing homes, and as part of a 
provider contact, is implicit in estimates of 
spending for each provider's services. The 
category of prescription drugs includes 
retail sales of human­use, dosage­form 
drugs, biologicals, and diagnostic prod­
ucts. The sales may occur in community or 
HMO pharmacies, grocery and depart­
ment store pharmacies, mass merchandis­
ers' pharmacies, or through mail­order 
establishment pharmacies. 

Expenditures for non­prescription drugs 
and other medical sundries cover OTC 
drug purchases and purchases of other 
drug sundries, such as contraceptives and 
first­aid products. The estimate is based on 
personal consumption expenditures (PCE) 
(U.S. Bureau of Economic Analysis, 1960­
93) for non­durable goods, a category of 
the GDP. 

Expenditures for DME cover purchases 
of items such as eyeglasses, hearing aids, 
surgical appliances and supplies, bulk and 
cylinder oxygen, and equipment rental. This 
estimate, like that of non­prescription drugs, 
is based on PCE (Bureau of Economic 
Analysis, 1960­93) for durable goods. 

Nursing home care expenditures measure 
the Nation's annual spending for inpatient 
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nursing care. According to the 1987 SIC, 
nursing and personal­care facilities (SIC 805) 
are establishments engaged primarily in pro­
viding inpatient nursing and health­related 
personal care through active treatment pro­
grams for medical and health­related condi­
tions. In addition to SNFs and intermediate 
care facilities, the estimates presented here 
include government outlays for care provid­
ed in nursing facilities operated by the 
Department of Veterans Affairs and for 
nursing services in ICFs/MR financed by 
the Medicaid program. 

Other PHCE include private spending 
for inplant health services provided by 
employers to their workforce and public 
spending for miscellaneous services that 
are not classifiable elsewhere. Examples of 
these public expenditures include commu­
nity­based waiver programs and case man­
agement funded by the Medicaid program; 
school­based health services; and ship­
board or field­station medical operations of 
the Department of Defense. 

The administrative costs incurred by 
government programs and philanthropic 
organizations, and the net cost of private 
health insurance are included in the admin­
istration and net cost of the private health 
insurance sector of the NHA The largest 
component of this estimate, the net cost of 
private health insurance, measures admin­
istrative costs faced by insurers and self­
insurers, as well as insurers' net additions 
to reserves, rate credits and dividends, pre­
mium taxes, and profits and losses. Net 
costs are calculated as the difference 
between NHE benefits incurred and total 
premiums earned. 

To the extent that information is avail­
able, this category also measures the 
administrative costs associated with operat­
ing government programs. For some pro­
grams, such as Medicare and Medicaid, 
these costs are easily measurable; for other 

programs, the costs can be estimated from 
budget information on overhead costs for a 
given government agency. For government 
programs for which no information was 
available, no estimate of administrative 
costs was made. 

The smallest segment of administration 
and net cost of private health insurance is 
the administration of philanthropic organi­
zations, which reflects indirect expenses of 
health­related activities in philanthropic 
establishments. These expenditures repre­
sent overhead expenses incurred by donor 
organizations that channel funds to 
research facilities or health providers. 

In addition to funding the care of individ­
ual citizens, governments are involved in 
organizing and delivering health care in 
general, in the prevention and control of 
clinical health problems in the population, 
and in other such functions. In the NHA, 
spending for these activities is reported as 
government public health activity. Funding 
for health research and for construction of 
facilities is reported in their respective cat­
egories; spending for environmental func­
tions (air and water pollution abatement, 
sanitation and sewage treatment, water 
supplies, etc.) is excluded. 

Most Federal Government public health 
activity is funded through the Department 
of Health and Human Services. The Food 
and Drug Administration and the Centers 
for Disease Control account for an over­
whelming majority of Federal spending in 
this area. Federal spending is taken from 
annual budget documents prepared by the 
various agencies and summarized in the 
Budget of the United States (Executive 
Office of the President, 1960­94). 

State and local expenditures for public 
health programs are principally those 
made by State and local health depart­
ments. Their focus is primarily on the 
prevention and control of disease. Local 
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centers for disease control, outpatient clin­
ics, educational programs, and immuniza­
tion clinics best illustrate the types of pro­
grams included in this category. 

Research, shown separately in the NHA, 
are those activities carried out by non­
profit or government entities. Estimates of 
expenditures for non­commercial medical 
research were provided by the National 
Institutes of Health (1993), the agency 
responsible for 70 percent of these expendi­
tures. Research and development expendi­
tures by drug manufacturers are not includ­
ed in this estimate, as those expenditures 
are treated as intermediate purchases under 
the definitions of national income account­
ing; that is, the value of that research is 
deemed to be recouped in the same year 
through the drug companies' sales. 

Construction is limited to VPIP for hos­
pitals, surgical and outpatient clinics, and 
nursing homes. Therefore, buildings that 
are used primarily for providers' offices 
are excluded. This measure includes 
new buildings; additions, alterations, and 
major replacements to existing buildings; 
mechanical and electrical installations; and 
site preparation. Maintenance and repairs 
are excluded, as are non­structural equip­
ment such as X­ray machines and beds. 

Private Sources of Funding 

Out­of­pocket spending for health care 
consists of direct spending by consumers 
for all health care goods and services. This 
estimate includes the amount paid out of 
pocket for services not covered by insur­
ance, as well as the amount of coinsurance 
and deductibles required by private health 
insurance and by public programs (such as 
Medicare and Medicaid) that are not cov­
ered by another third party. Payments to 
providers for services and goods that 
exceed the usual, customary, or reasonable 

charges paid by third parties are also 
included with direct patient spending. Out­
of­pocket expenditures for private health 
insurance are excluded to avoid double 
counting with the NHA private health 
insurance category. 

At the NHE level, private health insur­
ance expenditures equal the premiums 
earned by private health insurers and 
HMOs, plus the premium equivalents of 
self­insurers. This figure is decomposed 
into benefits incurred (PHCE) and net cost 
(the difference between premiums or pre­
mium equivalents and benefits). 

Non­patient revenues are those revenues 
received for which no direct patient­care 
services are rendered. The most widely 
recognized source of non­patient revenues 
is philanthropy. Philanthropic support may 
come directly from individuals or may be 
obtained through philanthropic fundrais­
ing organizations such as the United Way. 
Additionally, support may be obtained from 
foundations or corporations. Philanthropic 
revenues may be spent directly for patient 
care or may be held in an endowment fund 
to produce income to cover current 
expenses. For institutions such as hospi­
tals, nursing homes, and HHAs, non­
patient revenues also include income from 
the operation of gift shops, cafeterias, park­
ing lots, and educational programs, as well 
as investment income. 

Public Sources of Funding 

Medicare 

Medicare, a Federal insurance program 
created by title XVIII of the Social Security 
Act of 1965, was originally designed to pro­
tect persons 65 years of age or over from 
the high cost of health care. In 1972, the 
program was expanded to cover perma­
nently disabled workers eligible for old age, 
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Table 9  

Payments into Medicare Trust Funds and Percent Distribution, by Type of Fund and Source of  
Income: Selected Calendar Years 1967­93  

Hospital Insurance   Supplementary Medical  
Total Trust Fund   Insurance Trust Fund  

Year and Amount in Percent Amount in Percent Amount in Percent 
Source of Income Billions Distribution Billions Distribution Billions Distribution 

1967 
Total $5.2 100.0 $3.6 100.0 $1.6 100.0 

Payroll Taxes 3.2 62.0 3.2 89.8 — — 
General Revenues 1.2 24.1 0.3 8.8 0.9 58.4 
Premiums 0.6 12.4 — — 0.6 40.1 
Interest 0.1 1.5 0.1 1.4 0.0 1.5 

1972 
Total $9.2 100.0 $6.4 100.0 $2.8 100.0 

Payroll Taxes 5.8 62.9 5.8 90.5 — — 
General Revenues 1.8 19.7 0.4 6.7 1.4 49.5 
Premiums 1.4 15.0 — — 1.4 49.2 
Interest 0.2 2.4 0.2 2.8 0.0 1.3 

1983 
Total $64.4 100.0 $44.6 100.0 $19.8 100.0 

Payroll Taxes 
General Revenues 

37.6 
19.2 

58.4 
29.8 

37.6 
14.3 

84.4 
9.7 

— 
14.9 

— 
75.0 

Premiums 4.3 6.6 0.0 0.1 4.2 21.4 
Interest 3.3 5.2 2.6 5.8 0.7 3.7 

1993 
Total $155.9 100.0 $98.2 100.0 $57.7 100.0 

Payroll Taxes 84.5 54.2 84.5 86.1 — — 
General Revenues 41.9 26.9 0.4 0.5 41.5 71.9 
Premiums 14.9 9.5 0.7 0.7 14.2 24.6 
Interest 14.6 9.3 212.5 12.8 2.0 3.5 

1Includes a $3.5 billion lump­sum general revenue transfer for non­contributory military wage credits. 
2Includes a $1.8 billion transfer from the supplementary medical insurance catastrophic coverage reserve fund.  

NOTES: 0.0 denotes less than $50 million. Numbers and percents may not add to totals because of rounding.  

SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Statistics.  

survivors, and disability insurance benefits 
(and their dependents), as well as persons 
with end stage renal disease. 

Medicare has two parts, each with its 
own trust fund. The hospital insurance (HI) 
program pays for inpatient hospital serv­
ices, posthospital skilled nursing services, 
home health services, and hospice care. 
The supplementary medical insurance 
(SMI) program covers physician services, 
outpatient hospital services and therapy, 
and other services. 

Unlike other Federal health programs, 
Medicare is not financed solely through 
general revenue (appropriations from gen­
eral tax receipts). In 1993, 86.1 percent of 
income for the HI program (Table 9) came 

from a 1.45­percent payroll tax levied on 
employers and employees for the first 
$135,000 of wages. (Self­employed persons 
were required to contribute 2.9 percent, 
the equivalent of both the employers' and 
the employees' share of the HI tax.) 

In 1993, the SMI program was financed 
through monthly premiums of $36.60 per 
enrollee and through general revenue. The 
general revenue share of SMI receipts 
grew from 49.5 percent in 1972 to 75.0 per­
cent in 1983. In 1993, the general revenue 
share declined to 71.9 percent. The premi­
um payment share of SMI income has 
grown since 1988. A provision of the 
MCCA mandated Medicaid coverage of 
aged and disabled Medicare enrollees with 
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incomes below certain levels. Medicaid is 
required to pay Medicare premiums (buy­
ins) for these enrollees. Prior to Medicaid 
coverage, these low­income persons were 
unable to afford the monthly SMI premi­
um. The share of SMI enrollees who are 
Medicaid recipients for whom the State 
paid the SMI premium grew from 9.1 per­
cent in 1988 to 11.9 percent in 1993. 

Medicaid 

Medicaid is funded jointly by Federal 
and State and local governments. In order 
for States to receive Federal matching 
funds, they must adhere to minimum 
requirements for eligibility and services 
set by the Federal Government. Within this 
broad framework, State governments are 
afforded considerable flexibility in design­
ing the total scope of the program within 
the constraints of the State budgetary 
process. The Federal Government requires 
that all persons receiving income benefits 
under the Supplemental Security Income 
(SSI) program (covering aged, blind, and 
disabled individuals) and families qualify­
ing for Aid to Families with Dependent 
Children (AFDC) automatically qualify for 
Medicaid benefits. Certain individuals with 
income and resources too high to qualify 
for SSI or AFDC are also mandatorily eligi­
ble for Medicaid. These eligibles include 
children under 6 years of age and pregnant 
women whose family income is below 133 
percent of the Federal poverty level, cer­
tain low­income Medicare enrollees, and 
Social Security title IV­E recipients of foster 
care and adoption assistance. Currently, 
mandatory coverage of all children whose 
family income is at or below the poverty 
level is being phased in, with all needy 
children under 19 years of age obtaining 
coverage by 2002. States also have the 
option of providing Medicaid coverage to 

other more liberally defined categorically 
needy groups, extending coverage to med­
ically indigent individuals or families, recip­
ients of State supplementary payments, 
and other persons with income or 
resources below specified levels. 

Aged and disabled Medicare enrollees 
with incomes below certain levels are 
mandatorily covered by Medicaid under 
the MCCA. These recipients are not eligi­
ble for full Medicaid benefits; Medicaid 
is required to pay only the Medicare 
premiums, deductibles, and coinsurance 
amounts. In addition, legislation in 1989 
required Medicaid to pay a portion of the 
Medicare HI premium for certain low­
income, disabled Medicare enrollees who, 
through rehabilitation and retraining, were 
able to return to work. Previously, after a 
specified period of time, these enrollees 
would have lost their eligibility for 
Medicare coverage. However, so that these 
working disabled persons are not penalized 
for returning to work, they are allowed to 
retain Medicare coverage by paying the 
monthly HI and SMI premiums. (Medicaid 
is not required to pay the SMI premium.) 

The Federal Government also defines 
minimum services that must be provided 
to all or specified groups of Medicaid recip­
ients. These services include inpatient and 
outpatient hospital services; physician 
care; rural health clinic services; laborato­
ry and X­ray services; nursing home and 
home health care; and services of selected 
other health professionals. States may elect 
to provide additional services such as pre­
scribed drugs, eyeglasses, dental care, and 
ICFs/MR. 

Through State buy­in agreements, 
Medicaid purchases Medicare SMI (Part 
B) coverage for those eligible for both pro­
grams. For these dual­eligibles, Medicare 
is the primary payer for Medicare­covered 
services; Medicaid pays the deductibles 
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Table 10  

Medicaid Recipients and Expenditures and Their Distributions, by Eligibility Category:  
Fiscal Years 1990­93  

Eligibility Category 1990 1991 1992 1993 

Recipients in Thousands: 
All Eligibility Categories1 

Aged, Blind, and Disabled 
25,255 
6,920 

28,277 
7,428 

30,926 
8,194 

33,432 
8,879 

AFDC Families 17,230 19,815 22,058 23,790 

Expenditures in Millions: 
All Eligibility Categories1 

Aged, Blind, and Disabled 
AFDC Families 

$64,859 
45,912 
17,690 

$77,044 
53,724 
22,071 

$90,814 
62,933 
26,676 

$101,709 
70,208 
30,109 

Recipients: 
All Eligibility Categories1 

Aged, Blind, and Disabled 
AFDC Families 

100.0 
27.4 
68.2 

Percent Distribution of Program Benefits 
100.0 100.0 
26.3 26.5 
70.1 71.3 

100.0 
26.6 
71.2 

Expenditures: 
All Eligibility Categories1 

Aged, Blind, and Disabled 
AFDC Families 

100.0 
70.8 
27.3 

100.0 
69.7 
28.6 

100.0 
69.3 
29.4 

100.0 
69.0 
29.6 

1Includes children and aged and non­aged adults categorized as "other" or unknown not shown separately.  

NOTES: Data reported on HCFA Form­2082. AFDC is Aid to Families with Dependent Children.  

SOURCE: Health Care Financing Administration: Data from the Bureau of Data Management and Strategy, 1990­93.  

and coinsurance amounts and provides 
additional Medicaid­covered health care 
services. To avoid double counting, the 
Medicaid estimates presented here do not 
include the $2.3 billion paid to Medicare by 
Medicaid in 1993 for buy­in premiums. 
Therefore, actual Medicaid PHCE were 
$115.1 billion in 1993. 

In fiscal year 1993, there were 33.4 mil­
lion persons who received some type of 

Medicaid benefit. AFDC recipients as a por­
tion of total Medicaid recipients grew from 
just over two­thirds in 1990 to nearly three­
fourths in 1993. However, they consumed 
approximately one­fourth of program 
benefits in 1990 and one­third in 1993. 
Conversely, the aged, blind, and disabled 
represented approximately one­fourth of all 
recipients, yet consumed more than two­
thirds of program benefits (Table 10). 
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